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1 . KENYAN SUPPLEMENTAL BUDGET TABLED BY FINANCE MINISTER 
MWAI KIBAKI APRIL 20 WILL, IF PASSED IN ENTIRETY, ADD 
FOLLOWING AMOUNTS TO EXPENDITURES FOR CURRENT KENYAN FISCAL 
YEAR (JULY 1, 1976- JUNE 30, 1977): 26 MILLION KENYAN POUNDS 

FOR RECURRENT EXPENDITURES, 11.6 MILLION POUNDS FOR DEVELOP- 
MENT, 7.7 MILLION POUNDS FOR APPROPRIATIONS-IN-AID. ONE 
KENYAN POUND EQUALS TWO DOLLARS FORTY CENTS. TOTAL 
SUPPLEMENTARY IS 45.3 MILLION POUNDS OR 109 MILLION DOLLARS. 

2. OF THIS AMOUNT PARLIAMENT APPROVED 22.5 MILLION POUNDS 
FOR DEFENSE SAME DAY. 

3. DEFENSE SUPPLEMENTARY RAISED DECLARED DEFENSE SPENDING 
FOR KENYAN FY 1977 FROM 47 MILLION DOLLARS TO 101 MILLION 
DOLLARS. 
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4. TREASURY OFFICIAL TOLD EMBOFF THAT ADDITIONAL DEFENSE 
EXPENDITURES WILL BE FINANCED IN PART THROUGH WIDENING OF 
DEFICIT AND BORROWING FROM BANKING SYSTEM. DEFICIT FORE- 
CAST IS NOW 48 MILLION POUNDS VERSUS EARLIER ESTIMATE OF 
1 1 MILLION POUNDS. TREASURY OFFICIAL BELIEVED THAT DEFENSE 
SUPPLEMENTARY HAS ALREADY BEEN SPENT. 
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5. REGARDING IMPACT OF SUPPLEMENT ARIES ON ECONOMY, AND IN 
PARTICULAR EXTERNAL DEBT BURDEN, KENYA'S DEBT SERVICE RATIO 
(EXCLUSIVE OF EAST AFRICAN COMMUNITY OBLIGATIONS) IS NOW 
ESTIMATED AT 3PERCENT. KENYA CALCULATES ITS DEBT-SERVICE 
RATION ON GOVERNMENT AND GOVERNMENT-GUARANTEED DEBT NOT 
PRIVATE BORROWING. IF COFFEE PRICES HOLD UP, TREASURY EXPECTS 
THAT DEBT-SERVICE RATION MAY ACTUALLY DECREASE RATHER THAN 
GO UP OVER NEXT 2 OR 3 YEARS, DESPITE DEFENSE SPENDING. 

LATER, HOWEVER, BULGE IN AMORTIZATION PAYMENTS COULD PUSH 
DEBT-SERVICE RATION UP TO 8 PERCENT OR THEREABOUTS BY EARLY 
1980'S. 

6. INTERNALLY, WIDENING OF BUDGET DEFICIT IS OF SOME CONCERN 
BECAUSE INFLUX OF REVENUES FROM COFFEE IS ALREADY STOKING 
INFLATION. TREASURY OFFICIAL THINKS KENYA COULD RETURN TO 
15 PERCENT LEVEL BY END OF CY 1977. FIGURE FOR MARCH 1976 TO 
MARCH 1977 WAS ONLY 9 PERCENT. RECENT LEGISLATED INCREASES 
IN FOOL AND PETROL PRICES WILL ALSO CONTRIBUTE TO COST-OF- 
LIVING HIKE. GENERAL WAGE INCREASE OF PERHAPS 6 PERCENT IS 
EXPECTED TO RESULT FROM CURRENT NEGOTIATIONS BETWEEN KENYA 
GOVT AND TRADE UNIONS OVER RAISING OF MINIMUM WAGE. 

7. EMBASSY HAS STATED THAT ECONOMY CAN ABSORB ADDITIONAL 
BURDEN FOR DEFENSE. IT IS NOT SURPRISING THAT IMPACT OF 
MILITARY PROGRAM NOW BEGINNING TO BE FELT. IN STATISTICAL 
TERMS. DECLARED DEFENSE SPENDING AS PERCENTAGE OF TOTAL 
BUDGET HAS RISEN FROM ABOUT 5 PERCENT TO 9 PERCENT WITHIN 
FY 1977. AS MILITARY PROGRAM FURTHER UNFOLDS, SOME SHIFT 
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FROM ECONOMICALLY PRODUCTIVE SPENDING IN SECTORS SUCH AS 
AGRICULTURE TO LESS PRODUCTIVE AREA OF DEFENSE IS INEVITABLE. 

DECONTROL 4/29/78. 

LINDSTROM 
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